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HMORANDUM FOR: Chilef, Beonomic Resesarch Q
_ Chief, Services Division
Chief, Moterials Division
Chief, Industrial Division

FROM: Chiel, Anelysis Divislon
BUBJECT: Additiomm)l Contributions for the ﬁcviefz NIE,
I. Inzrmgizm.‘

1. In & recent draft IM and in & éraft IP for the Soviet NIE,
we have atated certain hypotheses which are the basis of revisions
of estimates on the Boviet Bconomy as compared to iest year.

£. 'These hypotheses are speculative. It is extremely important
to bring vhat evidence wa can to besr on these in time fur the dead-
line to ONB {15 August, 1.e., internal contributicns about 13 July).
The gquestion is hov much time canm or should be programmed to test
the hypotheses and change In estinstes over the next 3 weeks.

3. ‘The following is an sttenpt to spell out and clarify the
substantive problems to facilitate programming considerations.

31. Beckground.

1. Iasgt year and in preceding years our forecasts for the
Soviet Union are based on the explicit or implicit sssumpation that
the Boviet determination to maximize growth vas fixed apd unsheke-
able, and hence the priority to heavy industry was equally firm.
This simplified forecasting somevhat, We could examine Soviet
commodiity and sggregate goals in terms of "physiecally” defined
capabilities. We could aspume that if more investment than planned
ware needed for a particular key industry the funds would be forth-
coming. We alsoc assumed that if heavy industry @8 8 whole needed
pore materials or investment these would be resllocated frum light
industry, nog-industrial sectors or from consumption.

2. Bvents of the last ysar, and especislly decisions «f the
Boviet lesdership, suggest that Soviet priorities are changing and
that the essunpatiocns above may no longer be valid., Thus coineldent
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with the reduction of industrisl goals for 1957 the Soviets reduced
total investment, incressed housing construction fupds, ond probeobly
agricultursl investment. This is pot the wuy Stalin would heve
reccted to = threatensd shortfull in heavy industry.

3. The impiication for forecusting is thet we c:n no longer
think in terme of physically defined capubilities. We should =sk
instesd whet an industry csn sccomplish with o fixed level of
investment. Or ls the investment required to expand & given
lodustry by x$ grester thon plenmed, or grester then the preceding
period?

IXI. Regesrol bhilitieg.

1. 4e implied sbove, 1t would be lovely if we had the capitel-
~ output retios by imdustry that would be spplicsble for the period
1955-1960. Xnowing the totel investment plapned snd with s motion
ebout its slisestion to industyies we could do some fancy forecust-
ing. Puiling this various left hended upprosches may still be

*

2. In the draft IM referred to sbove we theorized th:t the
performence of Soviet industry during 1951-1959 wes schieved by
borroving from the future, that is, cutput was incressed purtly
by certain non-recurring gains. Thus, the theory sllegea, Soviet
industrisl cepecity did not grow ap fost ne setun) output and con-
sequently o much greater rate of lavestment then in the past would
be required to meiptein an industrial growth of 11% in the future.
The evidence for this is the report of gensrsl upderfulfillment of
planeed coumpletion of new capacity. This evidence by itself, how-
ever, is not conclusive since the plan msy have aimed .t ¢ grenter
incresse of cepucity thun of cutput. Given the well known
A1fficulty of messuring cepscity in most industries and sectors,
support {or refutation) of the theory would bave to be & demonsire-
tlon of the specific woys in which output wes incressed 1951-1955
industry by imdustry. -

3. Aside from comstruction of new plent, ocubput cen be increcsed
by increasing iwputs of lebor, meterisls, «pd equipment within exist-
ing plent. Becondly, it con be ineressed by lmproving technology.
The first method is limited evemtually by diminishing returns {(except
48 equipment of new design 1s installed, which is really the second
method). The second method is limited or mot depexding on the

avallablility or discovery of nev technology. Some exsmples mey

clerify this = little, o
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L. In the coal mining imdustry there is strong evidence that
much of the gain in ocutput resulted from inmcreasing the intensity
of use of exieting mines. Thie evidence was presented in the speech
of Zademidko the minister of the coal industry, st the XXth Party
Congress. He citee the planped use of capacity -~ 344 in 1950, o6%
in 1955, 97.5% in 1960. s his argument conclusive? What is the
Boviet definition of cusl mining capacity?

5. The minigter of ferrous metsls, Bheremet’scv made s aimilar
argument for the steel industry, concluding that any underfulfill-
ment_of the construction progrem for 1956-1960 [&s happened in 1951-
19557 would prevent fulfiilment of the planmed output increase. g
he right? To what extent did the gain in ocutput in ithe 5th plan
result from oxygensation? Are there other relatively cheap technologi-
cal gring to be hed in the steel industry?

6. How sbout other industries? Reilromds, electric power,
cement? Was there gemerally reserve capacity at the beginning of
the 5th pisw which is now used upt Or was capacity jacked up by
sdditions of equipment (in exisiing plant) in ways which can't be
repemted in the future? Do we bave evidence uf increasing number
of shifte worked in any indusiries? In the machinery industries
was thers a comcentration on & limited mumber of desigms and hence
etoncmies of seale vhich can't be repeatsd? A very large percentage
of capital stock vas installed in the postumr pevicd. Hence, replace-
went requirements hmve been amall but should yise to a higher percent
of stock as the posiwar lump of investment ages. Is there any direct
evidence thet this has started to happen.

7. In the wining industry itwo kinds of problems can be
identifisd. First, depletion of developed deposits mey have gone
on fester then the develupnmnt and opeming of new deposits ~- i.c.,
investment may have been postpuned. But epart from thet the new
renserves mey be more expensive to develop thenm the oldé caes. For
exarple, developwent in the Bast should be more expensive, at least
temporarily, because of the new suxilisry imvestment recguired, trans-
port, mmnicipel services, etc. In mddition development costs may be
higher for other reasons -~ e.g., quslity of ore, water availsbility,
ete. ~ or lower - e. g., open pit mining.

8, %he kind of evidgnee cutlined mbove e, I think, critical for
deotling the sxtent t. which the USSR's troubles in 1957 result from
Tundamental difficulties coming home to roost rather than simply a
temporary imbalance.

25X1A9a
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